GOLD SCHEMES

Choosing your preferred route

ENSECONOMIC BUREAU

THE GOLD schemes launched by Prime
Minister NarendraModi areaimed at reduc-
ing physical demand for the yellow metal
and to bring into circulation the idle gold Iy-
ing with households. The Gold Monetisation
Scheme [ GMS will offer resident Indians the
option to deposit their precious metal and
eam interest of up to 2.5 percent, while the
Sovereign Gold Bond will offer investors an
interest rate of 2.75 per cent per annum on
the paper bonds issued by the government.
The government also urveiled ‘Indiagold
coin' that bears the Ashok Chakra onone side
and has an engraving of Mahatma Gandhion
the other. The first two schemes are aimed
atpromoting gold investments in paper form
and they will also pose a challenge to tradi-
tional gold investment options such as jew-
ellery, coinsand barsand even the exchange-
traded funds launched by mutual funds.

Gold monetisation scheme

Offering an interest between 2.25-2.5 per
cent per annumon amininwm gold deposic
of 30 grams by individuals, the scheme
comes as a good option forindividual s who
are looking to monetise their gold which is
Ivingidle Thisis far better than previous such
schemes that offered around 0.75 to 1 per
cent in interest and the minimum deposit
quantity of 200 grams, making it ough for
small depositors to participate. The fact that
the gold deposited will be exempt from
wealth tax, capital gains tax and income tax
oninterestincome also makes it attractive
for investors.

Under the scheme individuals will have
to take their gold {bar, coin or jewellery) to
the hallmarking centrewhere itwill undergo
purity tests. The depositor will then be told
about the approxi mate amount of pure gold.

The gold thenwill pass through a fire as-
say test where it will be melted. Customers
whao agree to deposit the gold are not re-
quired to pay any fee and are provided with
certificates by the collection centre, certify-
ing the amountand purity of gold deposited.
Based on the certi ficate, the bank will open a
gold savingsaccountand the customer's ac-
count will be credited with an equal quan-
tity of gold. Under the scheme, banks will col-
lect gold forup to 15 years.

Experts saythat the biggesthurdle for the
scheme is that Indians who buy gold in the
formof jewellery are not very willing to part
withit since itwill be melted. So there is a
possibility that people will at first show up
with the gold they had bought as invest-
ments “[ think that initially the investment

part of gold {coins and bars) will get mone-
tised and as people become comlortable
they may even [ook (o part with their jew-

ellery that they don't use," said Vishal

Dhawan, founder Plan Ahead Wealth

Advisors,

Industry experts say that if the interest
rateoffered were higher at around 4 percent
(similar to the savings bank rate) then the

scheme would have had higher chances of

SUCCess.

Sovereign Gold Bond

This is another scheme where investors
can park their money in bonds backed by
gold. It will be available in both demat and

paper fomm.
The bond will be issued by the Reserve

Bank of India (RBI) on behalf of the
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Experts say that the biggest
hurdle for the monetisation
scheme is that Indians who buy
gold in the form of jewellery are
not very willing to part with it
since it will be melted. So there
is a possibility that people will at
first show up with the gold they
had boughtas investments

Government of India and will be made avail-
able at bank branches and designated post
offices across the country.

While the investment limit has been set
ata maximumofl 500 grams per person per
vear, theinvestment will offer an interest rate
of 2.75 per cent per annum along with the
capital gains linked to the appreciation in
priceafgold. Irvestorscanalso use the bonds
as collateral forloan and sellitbeforeis ma-
turity since they would be listed and trad-
able on the exchanges.

Whiletheinterest on gold bonds shallbe
taxable and capital gains tax shall also re-

main, same asin the case of physical gold,
the governmenthad earlier stated that inthe
next Budget, it may propose to offer indexa-
tion benefit {capital gains adjusted against
inflation) on long-term capital gains arising
onaccount ol sale of bond prior to the ma-
turity and also exemption of capital gains
when redeemed at the time of matunity,

The RBI hasfixed the public issue price of
sovereign gold bonds at Rs 2G84 per gram
and the bonds will be issued in denomina-
tions of 5, 10, 50 and 100 grams of gold or
other denominations. Applications for in-
vesting in the bond will be acce pted from
Novermber 5-20 and they will be issued on
Movember 26. The KYC requirement for the
bonds will be similar to that for the purchas-
ing of physical gold.

While these bonds may look attractive,
experts say that since the investment is just
like investments in gold, one must stick to
the asset allocation and not stretch beyond
10 per cent of the assetallocation into the
metal.

However, as one takes call to invest into
the scheme, there are a few things that
should be kept in mind. “While liquidity at
exchanges would be important, pricing of
the bonds may be anissue. The price forthe
bond is fixed at Rs2 684 per gram, however,
the current rate of gold is lower than the is-
sue price and therefore make investors think
aboutoverpaying. The pricing for the bonds
should be dynamic,” said Chirag Mehta,
Senior Fund Manager-Alternative
Irvestments, Quantum AMC

India Gold Coin

For those looking toinvest in gold in the
form of coins, the government also issued an
‘India gold coin' that would be available in
denominationsolS and 10 grams. Evena 20
gram baror bullion will also be made avail-
able. The India gold coin is unique in many
aspects and will carry advanced anti-coun-
terfeit features and tamper proof packaging
that will akd easy recycling. The coins would
be distributed through designated and
recognised MMIC outlets.




